This study aims to determine the impact of liquidity on BEP and ROE in Indonesian banking industry. The supporting theory in this study is ALMA theory. Based on annual data for the period 2001-2014 and following purposive sampling technique, the acquired amount of sample study is 97 banks. The data is analyzed using panel data regression of GMM Arrelano Bond, as a novelty in data processing, therefore the speed of adjustment can be known. The ALMA variables such as LAR, capital, leverage, operating expenses, interest income, and CAR sensitivity have a significant effect on BEP and ROE. Meanwhile LDR, NPL, the FBI have no impact on profitability. The implication of this study is the fact that banking performance in Indonesia can be leveled up through the reduction in mortgage interest rates and increment of credit volume and FBI.
If a bank does not concern about ALMA principles in its operational activity, then it is expected to have a bad performance. Applying ALMA principles in operational banking makes management can anticipate the volatility changes of level of market interest, structure of funding sources, increment of capital requirements, tighter competition, the development of information systems, the increasing role of banks, the availability of funds in the money market, changes in the composition of bank assets, the increment of performance, and increment of overhead costs.
The objective of ALMA is to make the portfolio consistent, coordinated, and integrated from the side of assets and liability in order to maximize profit so the management decisions of assets and liabilities can be integrated.
The ALMA dilemma or the main problem of banking management in ALMA implementation is how to solve the dilemma between liquidity and safety along with the ability of bank to increase profit. It is called liquidity safety versus earnings which is related to trust. A bank can be operated from the trust of citizen, the bigger the trust the bigger the existence of bank in the industry.
The trade-off between liquidity with profitability is based on the argument than investment in shortterm funding gives the opposite effect to liquidity and profitability. Even though the investment in liquid assets can increase the liquidity, but it can not generate the profit as much as the investment in fixed assets. Then, even though the funding which comes from the liquid liabilities is cheap and more promising from the profit, but it has a higher risk. Based on this condition, the implementation of ALMA becomes a significant thing in banking operational management. If a bank does not concern on the trust development and always tends to reach higher profit, then the bank is in the state of wrong governance.
The wrong banking liquidity management will make a liquidity crisis. The signs of that condition is the percentage of LDR reach 100%, becomes a money centre bank, compliance to reserve provision (should be greater), excessive credit expansion, the weakening of the management of secondary reserve, and evergreen loan.
The liquidity risk is not only impacting the performance, but also affects the reputation (Jenkinson, 2008) . A bank can lost the trust from depositors of the fund is not distributed on time. From both these definitions, it can be interpreted broadly that ALMA is an asset management policy of the bank to consider the condition of liabilities, and vice versa. Policy making and management strategies from one side of element bank balance sheets will affect the other side. The decisions concerning the management of the bank's assets and liabilities will lead to overall framework of the interests of both sides of the balance sheet management portfolio to achieve maximum revenue to always consider acceptable risk (risk versus return optimality). In this case, the risk faced is the interest rate risk, credit risk, and liquidity risk. Interest risk will affect the net interest spread.
Banks needs to organize assets and liabilities based on the level of purposes.
Strategies in facing the assets sensitivity and liabilities on interest rate can be done by increasing the current interest rate, therefore the main priority is floating rate assets. By contrast, in the liabilities side, the main priority is the fixed rate liabilities. When the interest rate reaches the peak, the main priority is the fixed rate assets. By the time the interest rate tends to decrease, then the main priority is fixed rate assets and floating rate liabilities. When current interest rate is at low position then the fixed rate liabilities position becomes the priority.
In the banking theory, ALMA is the essence of banking management. ALMA is a series of actions and procedures designed to control financial position. Issues of safety and health is an important part of this definition. Thus, the purpose of ALMA is to maintain the health of the banks which can be measured by CAMEL and anticipate to external changes relating to inflation and interest rates as well as changes in the currency exchange rate (Ali, 2004) . In addition, ALMA is directed to a bank for obtaining the optimal net income for 
Bank Liquidity
Liquidity of the bank is the bank's ability to meet its obligations, especially short-term funding obligations. In terms of assets, liquidity is the ability to change the entire assets into cash, whereas in terms of liabilities, liquidity is the ability of banks meet funding needs through increment of liability portfolio.
In the short term, the tool to measure liquidity is statutory reserve requirement, current accounts in BI (Bank Indonesia) or liabilities to third parties of two weeks in advance, and basic surplus or current assets minus current liabilities. While in the for the long term, liquidity measurement tool is usually the liquidity ratios: new purchased funds required/ total funding requirements, Liquidity Index = Total weighted liabilities / total weighted assets, Loan to deposit ratio (LDR) = loans / Deposits. Liquidity management strategy: skill managers and MIS (management information system).
Profitability
The types of profitability ratios are usually GPM In this study, the banking profit is proxied by two profitability ratios, which are BEP and ROE.
Return On Equity (ROE) is a financial ratio used to measure performance because it describes the yield received by the owners of the activity of banking operations (Cole, 1972; Kalluci, 2011; Koch & MacDonald, 2009 ). The achievement of this ROE is composed by other factors that influence it, so that a ROE decomposition will be done. CIR has a significant and negative relationship on ROE, while asset management and GDP have a significant and positive effect on ROE. Ayaydin and Karakaya (2014) and Sukma (2013) found out that DPK has a significant and negative relationship on profitability. The other research also examined the implication of LDR on profitability. 
METHODS

Data and Research Variabel
Type of Research
This study is applied for the purpose of this applied research because the research that has been This study also an explanatory research because it aims to explain the causal relationship between variables by testing the hypothesis (Cooper and Emory, 2004) .
Research Object
The object examined in study is the banking 
Specification Model
To make the relationship pattern between market concentration with profitability, the econometrics of ROE model is shown as below: The excess of CAR which is above 8%;
Research Variables
Operational definitions of the variables in the study are based on the definition of the concept that has been modified on the objective circumstances that have been commonly used in previous studies and adapted to Indonesian banking conditions.
RESULTS AND DISCUSSION
Description of ALMA in Banking Industry
Earning Assets
Assets quality specifies the quality of assets in ROTA is used to measure the ability of the bank's management in obtaining compared to total assets (Dendawijaya, 2009 ). Profitability with rank 1 has a criteria ROTA > 1.5%; Rating 2 criteria 1.25%
<ROTA ≤ 1.5%; Rank 3, criterion 0.5% <ROTA ≤ 
Inferential Approach
The results of the analysis of bank ALMA variables influence the market against 97 individual bank as selected sample has been presented in Table   3 . Loan to Asset Ratio (LAR) is the ratio used to measure the level of bank liquidity that shows the bank's ability to meet the demand for credit by using the total assets owned by banks. The higher this ratio, the level of internal liquidity getting smaller because of the amount of assets allocated to finance the larger credit (Dendawijaya, 2003) . Then LAR ratio used to measure the bank's ability to meet the demand for credit through guarantees a number of assets owned by the bank (Taswan, 2006) . This ratio shows how much bank loans compared to the size of the total assets of the bank. The relationship between credit risk and LAR is not unidirectional because the larger loans, the lower the credit risk that may be encountered because of loans funded by assets. Victor et, al.,( 2013) found out that LDR has positive effect on bank profits. While the research conducted Eng (2013 ), Parera et. al., (2013 found out the LDR) partially has negative influence on the profitability.
In the channel of BEP, the LDR coefficient is at -0003 (not significant) and in the channel of ROE, the LDR coefficient is at 0.041 (not significant).
LDR as a proxy of bank liquidity. In general, the higher the LDR number means the higher ROTA.
However, in this study, the opposite happens.
The LDR changes generally do not significantly affect the ROTA. LDR coefficient has significant and negative effect on the ROTA, it only occurs in special lines of credit markets on banks market leader. It means the major banks in Indonesia increase in credit expansion actually reduce ROTA. The fact is contrary to the theory.
Banking asset management is proxied by the NPL ratio to describe the quality of productive assets, the smaller the number NPL means the better banking assets. The results of the analysis
showed that the quality of the assets does not significantly affect profitability. This occurs in the analysis channel of BEP where the NPL coefficient is at -0.021 (not significant) and the ROE channel of NPL coefficient is at -0.448 (not significant). In the previous study from Jumono, et al., (2016) found out the non performing loan (NPL) has a significant negative relationship towards ROE.
NPL as the proxy of the quality of productive assets does not affect the ROTA. The right condition is where the condition of NPL and ROTA has the inverse relationship, the smaller the NPL will make ROTA increases.
Funding and management of bank capital has a significant impact on profitability. This occurs on both BEP channel and ROE channel. The DTA ratio coefficient is at -0.009 (significant at α=10%) on BEP, while on ROE channel the DTA coefficient = 0.043 (significant at α=5%).
DTA is one of liquidity ratios but including also the liability. Deposit is an important factor in bank financing because banks can raise funds.
Therefore, DTA has an influence on profitability (Gul et al., 2011) . In the study from Rahman, et al., (2012) and found out the Portfolio Composition (DAR) has a significant positive relationship towards ROTA.
In the analysis in BEP channel, the coefficient ratio of TETA is at 0.040 (significant at α=10%), while on ROE channel the coefficient of TETA is at 0.179 (significant at α=10%). CAR as a proxy of bank capital adequacy has a significant negative effect on ROTA. It means the higher the value of CAR, a bank then the impact is the acquisition of ROTA tends to get smaller. This is understandable because the higher CAR it means banks are increasingly deprived of the opportunity to obtain the return of the excesses of the CAR.
Cost control management. The efficient management of operating expenses has a significant negative effect on profitability. This is proven by the ratio of IETA and OCTA coefficients that have negative value on BEP channel and ROE channel. On BEP channel, the IETA coefficient is at -0.421 (significant at α = 1%); while the OCTA coefficient is at -0.277 (significant at α = 1%), while on ROE channel the IETA coefficient is at -0.1434 (significant at α=1%); and OCTA coefficient = -0.633 (significant at α=1%). That is, the load control management effective operational costs affect operating income as yields on bank assets (BEP = basic earning power); and net income as the yield on equity capital (ROE) of banks.
Asset utilization (bank assets turnover) has significant and positive effect on profitability. To find out more details about the assets turnover, it is proxied by the ratio of IITA and FBITA, whereas the sum of those ratio equals to revenue/total assets.
From this analysis, it is know that fee based income does not significant towards interest income, while fee-based income does not significant on profit.
This is proven on IITA ratio with the coefficient which is positive on the channel BEP and ROE.
On the path analysis of BEP, the IITA coefficient is at 0.536 (significant at α =1%); while on ROE This is understandable because the high proportion of bank capital will also increase the solvency of the banks, but on the other hand it will loss the opportunity to make productive money to be planted in the capital. Excessive capital so that it will lower the ROE as own capital productivity.
MANAGERIAL IMPLICATIONS
The implication of this research is the performance improvement to maximize value of Indonesian banking can be done by declining the credits interest, increasing credits volume, and increasing deposits and fee based income.
The internal banking management should always make product differentiation and controlling operating expenses cost. This is the key to make banking grows along with market growth.
The decrease of credits interest along with credits volume will increase interest income. Credits expansion by declining credits interest will improve the intermediation function of banking. This can be done because LDR and LAR still can be improved and this will create a symbiosis mutualism between bank and people so that interest income will grow faster.
The income diversification through improving FBI (fee based income) can increase operating income.
The current event still shows that fee based income proportion is smaller than II (interest income). In the future, the interest will decrease due to the competition so that fee based income should be improved to face the tight competition.
The structure of profit can be improved by controlling overhead cost along with the increment of net interest income and considering the fee based income. While the funding management through deposits will improve the ability of credits expansion which is the core business of banking.
CONCLUSION
The analysis and discussion proves that liquidity has a positive impact on profitability of banks.
Furthermore it can be said that ALMA has significant effect on profitability . Risk management through excess equity (the excess of the required bank capital) a significant and negative impact on ROE, but it has no significant impact on the BEP.
